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FISCAL SUMMARY

ESTIMATED NET EFFECT ON STATE FUNDS
FUND AFFECTED FY 2002 FY 2003 FY 2004
None $0 $0 $0

Total Estimated
Net Effect on All
State Funds $0 $0 $0

ESTIMATED NET EFFECT ON FEDERAL FUNDS
FUND AFFECTED FY 2002 FY 2003 FY 2004
None $0 $0 $0

Total Estimated
Net Effect on All
Federal Funds $0 $0 $0

ESTIMATED NET EFFECT ON LOCAL FUNDS
FUND AFFECTED FY 2002 FY 2003 FY 2004

L ocal Gover nment* $0 $0 $0

*Does not include elimination of surplus of $331 million and creation of the UAAL of $264
million, a total cost of $595 million to the PSRS. Does not include the $110 million
reduction in the surplusfor the NTRS. Doesnot include unknown coststo the PSRS for
payment of benefitsto surviving spousesremarried prior to 8/28/95. Does not include
reduction of KCPSRS surplus of $13.9 million. These funds are not considered local funds
for fiscal note purposes.

Numbers within parentheses: () indicate costs or |0sses.
Thisfiscal note contains 8 pages.
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FISCAL ANALYSIS

ASSUMPTION

The Joint Committee on Public Employee Retirement indicates portions of thislegislation
represent a “ substantial proposed change” in future plan benefits as defined by Section
105.660(5). Assuch, an actuarial cost statement must be provided by some plans before action
may be taken on the legidlation by dther legislative body or committee thereof.

In response to previous similar legislation, officials with the Office of Administration noted that
the various retirement systems should determine the potential costs of the legidation.

Officials with the Public School & Non-T eacher School Employee Retirement Systems
assume the proposal would:

Public School Retirement System (PSRS)
1 Change the COLA effective date to the second January 1 following retirement for
members retiring on or after July 1, 2001.

2. Increase the formula factor for all years for those retirees with 31.0 years of credit
or more who retire between July 1, 2001 and June 30, 2008. [Formulaincreases
to 2.55%.]

3. Provide an increase for current retirees and beneficiaries of deceased retirees of $3

per month per year of service.

Officials with the PSRS obtained an actuarial cost report for the proposed changes. Officials
noted that the PSRS is overfunded by $331 million as of June 30, 2000. The effect of the
proposal would be to create an unfunded actuarial accrued liability (UAAL), which PSRS states
will be $264 million. Thisis based on an estimated cost of the provisions of $595 million. The
actuarially required contribution (ARC) following the proposal is calculated & 20.93% of pay.
Thisislessthan the current contribution rate of 21.00%.

Oversight assumes that while thereis no immediate cost to thelocal school distrids since the
contribution ratewould not increase, thereis significant fiscal impact to the retirement
system. Funds of the retirement system are not considered local funds for fiscal note purposes.
There will be along-term fiscal impact as aresult of thislegislation, since the elimination of the
system’ s surplus, and the creation of the UAAL will contribute to any need for increased
contributions in the future. Additionally, Oversight notes that the reported surplus of $331
million is significantly less than the $1.16 billion reported in October, 2000 for the period ended
June 30, 2000. The PSRS is calculating the surplus based on actuarial assumptions adopted
January, 2001, not on the same assumptions used in preparing the most recent periodic actuarid
valuation for the plan, as required by Section 105.665(2).
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ASSUMPTION (continued)

Non-Teacher School Employee Retirement System (NTRS)

1 Increase the benefit formula factor from 1.51% to 1.61%.

2. Increase the formula unde the 25-and-out provisions [by .1%].

3. Increase the COLA cap from 75% to 80%.

4 Across-the-board increase of 7.1% for retirees and beneficiaries of deceased
retirees.

5. Increase from the current 4% to .8% the additional payment made for those

retiring with either 30 years of credit or under the “rule of 80" who retire on or
after July 1, 2001. Thisadditional payment ends when the retireereaches the
minimum age for socid security retirement digibility.

Officials with theNTRS obtained an actuarial cost repart for the proposed changes. Officials
note that the NTRS is overfunded by $166 million as of June 30, 2000. NTRS officials state that
the effect of the proposal will be to reduce the reduce this surplus to $56 million. Thisis based
on the cost of the provisions estimated at $110 million. The actuarially required contribution
(ARC) following the proposal is calculated at 9.96% of pay. Thisislessthan the current
contribution rate of 10.00%.

Oversight assumes that while thereis no immediate cost to thelocal school distrids sincethe
contribution ratewould not increase, thereis significant fiscal impact to the retirement
system. Funds of the retirement system are not considered local funds for fiscal note purposes.
There will be along-term fiscal impact as aresult of thislegislation, since the reduction of the
plan’s surpluswill contribute to any need for increased contri butionsin the future. Additi onally,
Oversight notes that the reported surplus of $161 million is significantly more than the $127
million reported in October, 2000 for the period ended June 30, 2000. The NTRS s calculating
the surplus based on actuarial assumptions adopted in January, 2001, not on the same
assumptions used in preparing the most recent periodic actuarial valuation for the plan, as
required by Section 105.665(2).

Regarding the allowance of benefit payments to surviving spouses remarried prior to August 28,
1995, Public School Retirement System (PSRS) officials assumethat it would not be possible
to calculate an actuarial cost for the proposal because there is no way to identify the affected
individuals and therefore to know how many would be affected. Over sight assumes this
provision will result in an unknown cost to the retirement system’'s funds. These funds are not
considered locd funds for fiscd note purposes.

Officials with the Kansas City Public School Retirement System (KCPSRS) indicated the

provisions regarding the Kansas City School District and Kansas City charter school employees
would have no fiscal impact to their system.

MF:LR:OD (12/00)
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ASSUMPTION (continued)

Oversight noted that an actuarial study filed with the Joint Committee on Public Employee
Retirement by the Board of Trustees of the KCPSRS stated that the revision of eligibility for
cost-of-living increases would reduce the plan's actuarial surplus from $20,216,000 to
$6,344,000, atotal cost to the system's funds of $13.9 million. Whilethereis significant fiscal
impact to theretirement system, thereisno immediate cost to the local school district, since
their required contribution rate would not increase. Thereisalong-term fiscal impac as a
result of the proposal, because a reduction in the system’s surplus will contribute to any need for
increased contributions in the future.

Officials from the Saint L ouis Public School Retirement System (PSRS-STL ) assume that the
proposal would have no fiscal impad on the system. The changesbeing made to thesystem in
statute by this act have already been made by rule by the system’ s Board of Trustees. The
actuarially required contribution (ARC) and theplan’s funding gatus aready reflect the benefits
proposed. An actuarial cost statement provided to the JCPER in July, 1998, noted that the
changes being made at that time by the system’ s Board of Trustees would require an employer
actuarially required contribution of 8.03%. The system’s actuarial valuation as of January 1,
2000 (most recent available) indicated that the employer ARC, induding the benefitsin this
proposal, is now calculated at 7.17%. The school district is currently making contributions at
8.03% of payroll.

Over sight assumes minimal to no savings to the various teacher retirement systems through the
clarification that spouse shall not refer to same-sex marriages for the purposes of determining
retirement bendfits.

FISCAL IMPACT - State Government FY 2002 FY 2003 FY 2004
$0 $0 $0

FISCAL IMPACT - Local Government FY 2002 FY 2003 FY 2004
$0* $0* $0*

*Does not include elimination of surplus of $331 million and creation of the UAAL of $264
million, a total cost of $595 million to the PSRS. Does not include the $110 million
reduction in the surplusfor the NTRS. Does not include unknown coststo the PSRS for
payment of benefitsto surviving spousesremarried prior to 8/28/95. Does not include
reduction of KCPSRS surplus of $13.9 million. These funds are not considered local funds
for fiscal note purposes.
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FISCAL IMPACT - Small Business

No direct fiscal impact to small businesses would be expected as a result of this proposal.

DESCRIPTION

This substitute makes several changes in the Public School Retirement System. The substitute:

(1) Increases the benefit formula multiplier to 2.55% for each year of service beyond 31
years beginning July 1, 2001, to July 1, 2008, regardless of age;

(2) Requires the cost-of-living adjustment to begin with the second, as opposed to the
third, January following retirement after July 1, 2008; and

(3) Increases member benefits by $3 per year of creditable service for members retiring
before July 1, 2001.

The substitute also contains increases in benefits for the Non-Teacher School Employee
Retirement System effective July 1, 2001. The substitute:

(1) Increasesthe formula fector from 1.51% to 1.61% with coordinating adjustments to
the 25 and out formula factor;

(2) Increases the temporary benefit from .4% to .8%;

(3) Raisesthe cost-of-living cap from 75% to 80% of the retirement allowance; and

(4) Increases the one-time benefit from 3.4% to 7.1%.

The substitute has an emergency clause and is effective on July 1, 2001, or upon passage and
approval, whichever occurs later.

This bill extends to surviving spouses of members of the Public School Retirement System who
remarried before August 28, 1995, any remaining benefits. The bill prohibits retroactive
benefits.

Regarding the Kansas City Public School Retirement System (KCPSRS), the law is expanded to
include charter schools in KCPSRS and makes provisions for KCPSRS to continue if the district
lapses. This portion of the act is similar to SB 975 (2000).

CHARTER SCHOOLS - Charter schools are considered public schools and charter
school employees are public school employees. Independent contractors are not
considered employees. Charter school employees shall continue to be public school
employees and participate ina public school reirement sysem if the district lapses due to
unaccreditation.

Purchase of credit for prior serviceis allowed for charter school employees.

MF:LR:OD (12/00)
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DESCRIPTION (continued)

Retired employees may not work for a@ther a charter school or the district, except for
part-time work provided in this section.

PROVISIONS FOR LAPSE OF DISTRICT - KCPSRS shall continue to be subject to
existing KCPSRS law, even if the district lapses.

KCPSRS shall continue to be governed by a Board of Trustees estallished under this
section, even if the district lapses If the district |apses, a majority of trusteesthenin
office shall constitute a quorum, and any action of the Board shall requirethe vote of a
majority of trustees then in office. If the district lapses, KCPSRS shall not be transferred
to or merged with another sygem without prior goproval of such action by the KCPSRS
Board of Trustees.

INACTIVE EMPLQY EES - The act provides that an inactive employee who returns to
work shall receive a separate retirement allowance based upon each period of service
ending in abreak in service, unless the employee work at least four years after returning,
in which case retirement allowance shall be based upon all creditable service and the final
salary and benefit formulain effect at the end of the re-employment.

Thislegislation provides that cost-of-living increases will commence in the second
January foll owing retirement, rather than the current fourth January.

This act revises laws pertaining to the St. Louis Public School Retirement System (PSRS-STL).
The terms "creditable service", "retirant” and "retirement allowance” are replaced by new
terms. The term "member" is defined to include three member categories: Adive
Members, Inactive Members and Retired Members The definition of "school district” is
revised to continue to refer uniquely to St. Louis Public School District.

Charter schools are defined and rel evant definitions have been amended to include the
participation of charter school employees under the Retirement System.

The act consolidates provisions for the purchase of credit for service.

The act gives the Board of Trustees authority to continue to fundion in the event of a
lapse of the Board of Education for St. Louis Public Schools.

The Board's actuary shall be qualified by membership as afellow in the Society of

Actuaries or by objective standards no less stringent than those established by the Society
of Actuaries.
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DESCRIPTION (continued)

The period during which a member can apply for pension isincreased from 90 to 180
days. The period during which a member can apply for disability pension isincreased
from 90 to 180 days and a Social Security Disability Award shall be accepted as an
aternative standard for disability pension approval.

The pension benefit formulais increased from one and 1.25% to 2%.

Involuntary distribution shall be provided to an inactive member who has accumul ated
contributions of five thousand dollars or less unless the member el ects to become inactive
within thirty days of terminating employment.

The act adds a payment option that permits members to receive an actuarially equivalent
benefit that is higher prior to age62 and lower after age 62 to adjud for becoming digible
for Social Security benefits and provide leveled, total pension payments.

The act deletes a provision that a member's account would not be credited with annual
interest after the date benefits were first due and payable.

Compensation to retired members, as allowed under section 105.269, RSMo, shall not
preclude continued receipt of a pension benefit.

The act provides that various supplements which authorized benefit increases for retirees
from 1975 through 1993 will be treated as cost of living adjustments.

The member contribution rate is raised to five percent.

The act eliminates language requiring that the annual valuation be based on the unfunded
liability that existed in 1980, changes the amortization schedule for the unfunded liahility
from 50 years to a period not to exceed 30 years, and allows the Board of Trugeesto
adopt an actuarial method that is appropriate for the retirement system's funded status.

The retirement system will recognize child support orders fromthe Division of Child
Support Enforcement involving retired members.

The bill clarifies that the term “spouse” in chapter 169 RSMo shall only refer to marriage
between a man and awoman.

Thislegidation is not federally mandated, would not duplicate any other program and would not
require additional capital improvements or rental space.
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